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The important industrial commodities component of the wholesale price index 
dropped by 0.1 percent in September and dropped 0.3 percent in October. This October 
drop was the largest decline in eleven years. 

The rate of inflation as measured by the GNP (Gross National Product) deflator 
has dropped steadily. In the first quarter of 1971? it was running at a 5.2 percent 
annual rate. In the second quarter, it dropped to an annual rate of 4.1 percent, and in 
the third quarter it registered only a 3 percent annual rate. 

Retail sales for October were indeed up to expectations and were running close 
to 12 percent above October 1970. 

In spite of much talk about a lack of confidence reflected in large savings, 
the facts are: 


-- 2. Private housing starts in the third quarter were at an annual rate of 2.1 
million. The rate of housing starts in the first ten months of 1971 is at a higher annual 
rate than at any time in history. 


— 1. Savings as a percentage of disposable personal income dropped from 8.2 
percent to 7.7 percent from the second to the third quarter and consumer installment 
credit for September reached a $12 billion ($12,00$'million) annual rate, which is the 
largest increase on record. 


Automobile sales reached a record all-time high during the month of October, 
in which more than one million new cars were sold. 


OFFICIAL 


FROM U.S.I.S. 




Following is the statement regarding the Nixon Administration's efforts to 
curb inflation made by Treasury Secretary John B. Connally at a press conference at 
the Treasury on November 22nd: 


(Begin text) 


LAST PAPER 


When I returned from a trip to the Far East a few days ago, as soon as I landed 
in Washington I was asked, 'Vas Phase One a success? " And then, "What is going to 
happen in Phase Two?" 

Although at this early date it is impossible to evaluate the total impact of 
Phase One, there is evidence of solid accomplishments and results. Let me list a few 
of them for you: 

The consumer price index rose only 0.2 percent in September and only 0.1 percent 
in October, which is the smallest rate of increase since April, 1967. 


October. 


Wholesale prices which rose 0.7 percent in August, climbed only 0.1 percent in 



This text may be used in quotation or in full, with or without attribution to USIS. by press, radio and other media after releaae time indicated at top. In the case of wireless 
texts, whilst every effort has been made to maintain accuracy, transmission problems may result in certain inaccuracies and allowance must be made accordingly. 
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-- 3. Interest rates have been declining over a broad front during the freeze, 
indicay^ a reduction in inflationary expectations. This is true of Treasury bills, 
T^sjuytbonds, corporate bonds, new municipals, the Federal discount rate and the prime 
ra~e. Mortgage rates have been dropping and money is available. 

— 4. The unemployment rate in October was 5-8 percent — down from 6.1 percent 
in August. That's still too high but at least it's down some. The number of employed 
has actually grown 600,000 since August. 

So far as consumer confidence is concerned, it is important to note that the 
Sindlinger consumer confidence index shows that consumer confidence has risen markedly. 
It was 117-7 immediately before the imposition of the freeze. It stood at 127.9 on 
November 10th. 

The McGraw-Hill survey of plant and equipment spending plans for the.fall of 
1971 shows an anticipated increase of capital spending of 7 percent, so there is ample 
reason to believe that confidence in the programme is strong. 

With respect to Phase Two, I am equally confident that it will succeed. 

Congress has not yet acted on the President's programme to stimulate the 
economy by reducing personal taxes, creating a job development credit to provide more 
jobs, to repeal the excise tax on automobiles which will result in an average of $200 
being refunded to every automobile buyer. 

When this programme is passed and the effects are felt, I believe it will 
provide a powerful stimulant to economic expansion and new job creation. 

The third element of the President's new economic policy concerns the 
international monetary system. 

I have in the past few days called a meeting of the Group of Ten, which is 
made up of the principal trading nations of the world. We're to meet in Rome on 
November 30th to continue discussions looking toward a solution of the realignment of 
exchange rates, improvement in trading practices and greater progress on burden¬ 
sharing . 

The President has spent a great deal of time on this particular matter. We 
have been consulting with a number of nations in the past several weeks and although 
the solution to the problem is not easy, I am very hopeful that real progress can 
be made in the upcoming weeks. 

I have great confidence that we can approach 1972 with great certainty that 
we will continue to make progress in fighting inflation; that there will be economic 
stimulation and expansion; that there will be additional jobs for American workmen 
and a decline in the number of unemployed. 

I am confident that there will be some realignment of international exchange 
rates and that a strong measure of stability will be maintained in the international 
monetary system. (End text) 
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The following statement by 
the Coat of Living Council 
lists certain segments of the 
economy that will be exempt 
from the controls of the post- 
freeze program starting Sun¬ 
day: 

The Cost of Living Council 
has determined that certain 
economic sectors shall be 
exempt from control during 
Phase II of the economic 
stabilization program, effec¬ 
tive Nov. 14. The immediate 
exemption of these sectors is 
consistent with the Presi¬ 
dent’s objective of removing 
price and wage controls as 
quickly as conditions war¬ 
rant. The principal reasons 
for these decisions are as 
follows: 

1. Certain economic sec¬ 
tors arc characterized by a 
large number of sellers and 
frequent price fluctuations 
with a minimum of inflation¬ 
ary pressure. 

Example: raw agricultural 
products 

2. In certain other sectors 
there is no clear basis for 
establishing a fair and equit¬ 
able ceiling because of the 
nature of the product and 
the selling process. 

Examples: handicraft ob¬ 
jects, antiques, and art ob¬ 
jects 

3. Certain transactions are 
not being controlled because 
they are not U.S. transac¬ 
tions. 

Examples: exports, im¬ 
ports, and international ship¬ 
ping rates 

4. Certain prices are self- 


assessed or characterized by 
a strong clement of mutual¬ 
ity. 

Examples: dues of nonpro¬ 
fit organizations 

In addition, it should be 
noted that certain economic 
transactions cannot be char¬ 
acterized as wages, salaries, 
prices or rents and are there¬ 
fore not included in the pro¬ 
gram. Examples are: taxes, 
workmen’s compensation, 
welfare payments, child sup¬ 
port and alimony. 


TRICE COVERAGE 

The following were exempt 
from controls during the 
freeze and will continue to 
be exempt during the post- 
freeze period: 

1. Raw unprocessed agri¬ 
cultural products. 

2. Raw seafood (a more 
liberalized definition of 
“raw seafood” will be 
adopted during the post- 
freeze period which will per¬ 
mit shelling, shucking, skin¬ 
ning, scaling, eviscerating, 
removing heads and icing). 

3. Financial securities. 

4. Exports and first im¬ 
port transaction. 


The following were not ex¬ 
empt during the freeze, but 
will be exempt during the 
posl-frceze period: 


1. ALL USED PROD¬ 
UCTS (includes all second¬ 
hand goods that have pro¬ 
vided some prior service to 
the previous owner). 

2. DISPOSAL SALES 

a. Sales of abandoned or 
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confiscated property by the 
U.S. government or other 
government agencies’ pur¬ 
suant to court decree. 

b. Sales or real and per¬ 
sonal property by the U.S. 
government. 

c. Sales and deliveries of 
damaged commodities by in¬ 
surance companies, transpor¬ 
tation companies, or agents 
of the U.S. government, or 
by any other person en¬ 
gaged in reconditioning and 
selling damaged commodi¬ 
ties received in direct 
connection with the adjust¬ 
ment of losses from insur¬ 
ance companies, transporta¬ 
tion companies, or agents of 
the U.S. government. 

3. CUSTOM SERVICES 
AND PRODUCTS MADE 
TO INDIVIDUAL ORDER 
AS FOLLOWS: 

a. Leather goods. 

b. Wigs and toupees. 

c. Clothing. 

d. Fur apparel 

e. Dressmaking service on 
material owned by individ¬ 
ual customers. 

f. Taxidermy services. 

g. Framing pictures and 
mirrors. 

h. Jewelry. 

4. MISCELLANEOUS, AS 
FOLLOWS: 

a. Antiques. 

b. Art objects: paintings, 
etchings, and sculpture. 

c. Collectors coins and 
stamps. 

d. Precious stones and 
mountings into which pre¬ 


cious stonesare.sot. 
c. Rock and stone speci- 


f. Handicraft objects. 

5. ROYALTIES AND 
COPYRIGHTS FOR MA¬ 
TERIALS FURNISHED 
FOR PUBLICATION 

6. INT E R N A TIO N A L r 
SHIPPING RATES 

7. DUES to non profit or¬ 
ganizations. 

8. REAL ESTATE AS 
FOLLOWS: 

a. Unimproved real estate 
and improved real estate 
with improvements that are 
not newly constructed. 

b. Real estate with newly 
constructed improvements 
in those cases (i) in which 
the sales price is deter¬ 
mined after completion of 
the construction, or (ii) in 
which wage rate costs are 
known and pertinent wage 
rales are not subsequently 
altered by actions of the 
Pay Board after the sales 
price is set, 

9. RENTS, AS FOL¬ 
LOWS: 

a. Commercial, industrial, 
and farm property. 

b. Newly constructed or 
substantially rehabilitated 
dwellings offered for rent 
for the first time after Aug. 
15, 1971. “Substantially reha¬ 
bilitated means a rehabilita¬ 
tion cost of at least one- 
third or more of the total 
value (including costs of re¬ 
habilitation) of the rehabili¬ 
tated property. 

10. RAW SUGAR 
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CONFIDENTIAL 


to this meeting it would be easier then to employ the existing 
Whitehall machinery. I propose to have a word with Sir Douglas 
Allen about all of this oj} Monday. 


Denis Greenhill 

5 November 1971 


copy to 

Sir T Brimelow 
Mr Bottomley 
Mr Hankey 
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ptviti ^ UNITED KINGDOM 

.TREASURY AND SUPPLY DELEGATION 
\\P i British Embassy 

J Washington, D.C. 20008 

* * Telephone: ho bart 2-1340 


North U America Department 5 November 197*1 

Foreign and Commonwealth Office 
London SW1 

1. The chronology of/events following the Nixon Economic 
Measures announced onjl 5 August 1971 circulated with Hugh 
Overton's minute of 2o October has been seen by those mainly 
concerned here. We have one or two comments. 

2. The first concerns the covering minute. Perhaps you 
will forgive a nit-pick. Phase I does not end until midnight 
on 14 November. Moreover the transition from Phase I to 
Phase II may well be blurred and perhaps delayed, depending 
upon how the pay and price machinery goes along with the process 
of formulating and putting into operation guide lines which 
will make it possible to end the freeze. 

3. Commercial Department suggest that the third item on page 2 
might be worded as follows: 

Secretary of the Treasury John B Connally stated that 
no plans were in the making to grant exemption from the 
surcharge to Rolls Royce RB-211 engines imported for 
incorporation in the Lockheed Tristar. 

The existing wording suggests that on 19 August the US Treasury 
formally closed its option to grant such exemption, which was 
not the case - see Washington telegrams 2770 and 2775 of 
19 August. 

4. You might think it worth while to include the Bank of 
England (John Kirbyshire and Alan Schofield) on your distribution 
list. 
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Mr I^ikey: ^ 

Sir T Brij/lov.: % ^.* . 


Sir T Brinvelow: 


JSL. &!t 

*/" /'?/’ 
the Park yesterday. 


1. I met Mr Alan Neale, Treasury, in the Park yesterday. 

After some casual conversation we got on to the subject of the 
Nixon measures, and Mr Neale said that he was disturbed by some 
of the rather anti-American noises emanating from No 10 and 

of the latk-.of satisfactory Whitehall machinery to advise Ministe rs 
on the whole question of our futureTrelations with t rip ilmtP.fi 
States. He had done what he could to remedy the deficiency 
by using the Gen 57 Committee, but he was conscious that this 
did not cover the whole ground; also that the view of the 
Treasury itself, central Department as it was, was limited 
to some extent and did not take account of all the relevant 
factors, especially the political factors in a highly complicat ed 
and moving situation . The Americans were certainly being very 
difficult at the moment and we were naturally concentrating 
upon the European elements in our policy. However, the merits 
of the case were not all on one side and one certainly had to 
consider the possibility of giving the Americans something if 
it would help to get us out of the fix we were in. tfhere was 
a danger of slipping into a situation of sullen confrontation 
which would help no one and be highly damaging to our own 
interests. 

2. There was also a need for some machinery to handl e _our 
Ambassadors, Mr Neale continued , who were recomm ending various 
way? o f p l aying the "hand vis a vis the Americans. 

3. He had also been wondering whether the Treasury should not 
try to get into some kind of dialogue with No 10, Mr Neale went on 
to say, in order to open up these issues. So far as he knew, the 
promised conversation between the Chancellor and the Prime Minister 
had not produced anything. 

4. I said that I was very interested to hear what Mr Neale had said 
about machinery. At my own level I was certainly aware of the 
difficulty of coordination. Who did he think should take the 
initiative? Mr Neale replied that he thought the Foreign and 
Commonwealth Office might, though the Treasury could help. I 

said that if this was a considered Treasury view an approach 
might be made to the PUS on the subject; and Mr Neale said that 
he would consider this suggestion. Meanwhile he had no objection 
to his own view, as expressed to me, being quoted within the FCO. 
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A - ChrQIlQ l Qffy 9f BVfiQtB following t.h* Nixon Eeonnmlr. 
Measur es announced on 15 August. 1971 


Corrigendum 


Amend third item on page 2 to read: 

no nlIla°w^» r ?r, 0 L the ^ ess Y r y Joh « B. Connally stated that 
no plans were in the making to grant exemption from the 

surcharge to Rolls Royce RB- 21 fengines imported for incorpo- 
2770 and n 2775)"?° ® d Trlatar - < 3ee Washington telegrams 


Foreign and Commonwealth Office, 
16 November, 1971 
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telegrams d\\d^ 243 and Paris telegrams 981 and 982). 

21 AUGUST 

L3=i^V 0m i£? ni<lue iasued b 7 bb e Benelux countries was uublished ir, 
at the beginnin6 P of P September? r (SSSSlftS^K Ik iff Minlsters 

Six and otber^candidates^on 1 the iu^^lional^Sl^^itaation!” 6811 **“ 
of e tbe S EEC^Ninfsters? * 323 SlVeS Duteh “Passions of the meeting 
Iihf^DW 6 ^ 0111 ^ 0 '!^ gives Soviet comment on the Dollar crisis 

^ve^irof^doU^? 1011 t0 the daCiaion to -W Se^ld 
telt^'w 1 . 6 SC ° haI1Se KarkeV ' ^ S6t UP (S6e Paris 

22 AUGUST 

Alaska®™ SS? meet the ^Pe™* ^ Empress of Japan in 

S'SE IS Sse-SSi“ ^LSoSs^ 6 ° f 

tSlegS^oriSler^* 10118 t0 “ eetinS ° f the 1350 Mimis^rs see Bonn 

Sfm!llSp t ii e S^ EaBer J 71 ‘, 6ives aetails of «“ weekend meetings 
EtS3g£ S Staffing.*"'* DUal System and the 

23 AUGUST 

aPlS^St?!” exohimee markats re-opened. (See Guidance Ho. 18b 

See Guidance Ho. 18b for details and the text of an announcement by the 

3 /Bank 
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Bank of England giving reasons for its response to the US measures. 




e reactions of German Industry to the US moves, which have been gener¬ 
ally hostile, are to be found in Bonn telegram 1061. 


Belgian press reactions are detailed in Brussels telegram 345* 


Washington telegram No. Ship 46 notes that the question of a freeze 
on freight rates is to be particularly considered as part of the 
general response to US measures. Also Washington telegram No. Eager 378 
gives details of extracts from a transcript of the interview between 
Pierre-Paul Schweitzer and Irving R Levine, bv NBC network. 


Prime Minister Trudeau made a statement following a Cabinet- 
meeting (.see Ottawa telegram 807) condemning US import surcharge as 
"a rough blow for Canada". 

24 AUGUST 

Secretary of Commerce, Mr Maurice Stans, speaking of the period 
following the freeze, agreed with a questioner that some type of control 
system after the 90 days wage/price freeze will have to be mandatory 
rather than voluntary. 


Washington telegram No. 2815 contains the text of Treasury Department 
order No 2 which exempts from the import surcharge meat, dairy products 
under quota, sugar, petroleum products, and cotton textiles. 


Washington telegram No. 2823 sets Defense burden sharing as one of the 
preconditions for a return to dollar convertibility. 


The Luxembourg press (see Luxembourg telegram No. 144) generally regard 
the meeting of the EEC Ministers on 20 August as a failure. 

The Group of Ten Executive Directors met in Washington. Details of 
this can be found in Washington telegram No. Eager 382. Reuter's 
report gave prominence to a leak from the meeting. (See PCO telegram 
No. 2234 to Washington). 


Nathaniel Samuels, US Deputy Under Secretary of State, attended a meeting 
of GATT in Geneva to put the American case for the validity of the US 
measures. (Text in Dept, of State Bulletin 20 September, 1971)* A 
working party of GATT was set up to study the effects of the US measures. 


(See also:- Berne telegram No. 152 

Washington telegram No. 2814 
Tokyo telegram No. 620 

for further reactions). /25 August 
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Secretary of Commerce, Mr Maurice Stans, speaking of the period 
following the freeze, agreed with a questioner that some type of control 
system after the 90 days wage/price freeze will have to be mandatory 
rather than voluntary. 
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under quota, sugar, petroleum products, and cotton textiles. 

Washington telegram No. 2823 sets Defense burden sharing as one of the 
preconditions for a return to dollar convertibility. 


The Luxembourg press (see Luxembourg telegram No. 144) generally regard 
the meeting of the EEC Ministers on 20 August as a failure. 


The Group of Ten Executive Directors met in Washington. Details of 
this can be found in Washington telegram No. Eager 382. Reuter's 
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Nathaniel Samuels, US Deputy Under Secretary of State, attended a meeting 
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25 AUGUST CONFIDENTIAL 

Fc^ details of the second day of the GATT Council meeting see Guidance 
No. 197 of 3 September. Mr Ronald Ziegler, the White House Press Secre¬ 
tary, told reporters that the surcharge is 'very likely' temporary and is 

« lly Justified under GATT because the US had a deficit in its trade 

lance. He said "The existing set of circumstances would suggest that it 
is not to the benefit of anyone for other nations to retaliate against the 
surcharge". He emphasised that the US rejected any change in the price 
of gold but was willing to talk about currency realignment. 


Mr George Meany, President of the AFL-CIO, and Mr Leonard Woodcock, 
president of the United Auto Workers, which is not affiliated to the AFL- 
CIO, met to determine what action they should take in Congress and 
elsewhere. 


US policy strongly criticised in an authorised French press 



comment (see Paris telegram 997). 


EEC Council decision on how the CAP will be affected (see UKDEL 
telegram 253 )• 


The IMF produced a paper entitled "Some Thoughts on the Future Position 
of the US Dollar in the International Monetary System" (reference 
EBS-71-232). 


UK exchange control tightened up (see Guidance telegrams 191 & 192). 

26 AUGUST 


French reactions to the international monetary crisis are contained in 
Paris telegram No. 997 of 25 August and an account of the workings of 
the French Double exchange market is to be found in Paris telegram No. 
1004. For details of the GATT working party established to consider the 
surcharge and other US measures see the GATT press release GATT/1088 and 
UKMIS Geneva telegram No. 639* 


Washington confirmed the freeze on freight rates (Washington telegram 
No. Ship 28). 


For Japanese response to pressures on the yen see Tokyo telegram No.624. 


27 AUGUST 

Labour Secretary James D Hodgson told George Meany that the unions will 
be consulted in any controls that may follow the 90 day wage/price freeze. 
Finance Minister Mikio Mizuta of Japan announced that the yen would be 
allowed to float 'provisionally' within unspecified limits against the 
dollar. (See Tokyo telegram No. 632 of 28 August). Japan also said she 
would officially ask the US to remove the 10 % surcharge on Japanese goods. 
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« i® r l'' as L? av ? ur ? b ?' e reaction in the US to the decision to float 
.e yen* This decision brought the yen in line with maior EuroDean 

whi ? h have bee ? floating/or like the frLc usLH ^ 

tier system, since reopening their exchange markets. 

Tr ® asur y "banned interest payments on new foreign denosits 
(FCO telegram No. 192) and the US Treasury ruled that the Sport 
®££ ad arge is applicable to bonded goods drawn from bonded warehouses 
after 0001 hrs on 16 August. (Washington telegram No. 2859). 

UKMIS Geneva saying telegrams 116 and 117 give summaries of US 
and Community statements at the GATT Council meeting. 


(Also see:- Washington telegram No. Eager 586 for 
details of IMF financial transactions. 
Bonn telegram No. 1096 on German 
reaction to the EEC meeting August 19/20). 

29 AUGUST 


P. Trezise, US Assistant Secretary of State for Economic Affairs 
^^AugustO Ja ^ an for d ^- scuss ^ ons » (See Tokyo telegram 637 of 


m ^ e -J- ev i s i° n interview the US Secretary of Commerce 
Mr Maurice Stans, told newsmen the US government hoped the yen 
would be revalued by a wider margin than that of any other maior 

world currency. He added that the import surcharge would not be removed 
until Japanese "trade barriers" came down. . removed. 

50 AUGUST 

Dr Paul McCracken, Chairman of the Council of Economic Advisers, spoke t< 

He said that the new economic policies P will 
add $10-|15 billion to GNP growth in 1972, over and above what would have 
occurred. He was speaking in terms of current dollars. 

Toyko telegram 635 commented on the floating of the yen. 


/Franco- 
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Franco-German discussions in Paris (Bonn telegram 1107 and 
Paris telegram 1029 both refer) 

51 AUGUST 

A special GATT meeting on the 10% surcharge was held in Geneva 
again attended by Mr Nathaniel Samuels. 

LATE AUGUST-EARLY SEPTEMBER 

Senator William Proxmire chaired a series of Joint Economic 
Committee meetings. He repeated his endorsement of a wage 
price review board, and, taking up a proposal by Okun (GEA 
chairman under Johnson) ? he advocated wage and price increases 
linked to productivity increases. See Washington Saving 
telegram No. 103 for details. 

1 SEPTEMBER 

Pressure for steel to be exempted from the 10% surcharge 
increased. (Washington telegram No. Creda 190). 


For the reaction of the Japanese press to the coming Japan-US talks 
see Tokyo telegram No. 639. 


The Japanese were invited to attend the meeting of the Group 
of Ten on 15 and 16 September. (Tokyo telegram No. 642). 


A round-up Guidance We. 194 was issued 
giving general position. 


/2 SEPTEMBER 
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2 SEPTEMRTCR 

P. Trezise left Tokyo. 


Af 6 C rI!Lf m S Un f ed exem Ptions to the import surcharge. These consist 
“feoodswhioh prior to 16 August were tied up in the West Co«t 

»*5 - 


For Belgian Parliamentary reactions 
situation see Brussels telegram No. 


to the international monetary 
365* 


£256m! erVSS r ° Se b7 £59Qm des P i 'te an IMF repayment of 
3-3 SEPTEMBER 

extraordinary meeting of the Special 
Ai™s to Sonside^US ^o^ 108 ? c °-°I> erirt i«» (CECLA) was held in bSilos 
be known aHh^SsSflstS SfLSi“Se?ica A S*S£°2 T" to 

Sith 6 “^ to d Latin' L America? aintain pressure ° n US%o a !ltlS policy 
4 SEPTEMBER 

gSHSIt £&£,? sss*“ 

" sss'bss.-r js 3%B?iasya ■ 

3 SEPTEMBF.P 

iTSS oTf2fS^o^^,^h oppo8e 
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President Nixon in his Labour Day speech to the nation on radio and 
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p • Schumann in the international monetary situation addressed the SQ-t-h 
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There were talks "between the Italian and French Finance ministers where 
the Italians put forward a plan which would involve multiple changes 
of,£irrency parities against gold in order to maintain an average price 
fo^the metal. 


The GATT working party met (UKMIS Geneva telegram No. 652 of 8 September). 
7 SEPTEMBER 

The Chancellor of the Exchequer visited Paris. (See FCO telegram 
No. 700 of 10 September). 


Canadians introduced a Bill to "Support employment in 
Canada"" by creating a pool of $80m as a result of the US import sur¬ 
charge's effect on Canadian domestic economy. 


The UK second quarter balance of payments showed a surplus in current 
account of £237m (Guidance 198 refers). 

8 SEPTEMBER 


Refer to UKMIS Geneva telegrams Nos. 652 and 653 on the GATT working 
party. 

9 SEPTEMBER 

President Nixon addressed a joint session of Congress. (See Washington 
telegram No. 2981+). The President said that the wage/price freeze 
would not be extended beyond 13 November, but it will be replaced by a 
wage/price stabilisation programme still to be devised. Mr Nixon said 
that next year he will send Congress a tax reform plan designed to 
create jobs. The President's unusual appearance before a joint session 
indicates the importance attached to rapid consideration of the new 
measures. 


The Annual Ministerial meeting between Japan and the US started. This 
was the eighth annual meeting of the Joint Economic Committee on Trade 
and Economic Affairs. It was attended by eight Japanese Cabinet 
ministers headed by Mr Takeo Fukuda, the Foreign Minister. 


Secretary Connally made a statement to the House Ways and Means Committee 
presenting the government's case for the proposed tax cuts. Wilbur Mills 
the chairman, wanted to see additional incentives to encourage consumer 
spending. 

/Tokyo 
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Tokyo telegram No. 665 tells of the increasing difficulties caused 
by the controlled flotation of the yen. The feeling is that the 
.li^tuation cannot continue. 


The EEC Co mmi ssion produced a memorandum of its 

proposals for the EEC Council meeting on 13 September (see UK Del 
EEC telegram 270). 


The Chancellor of the Exchequer made a speech in Leeds (Verbatim 264). 
10 SEPTEMBER 

The US-Japan meeting continued. 


President Nixon met with George Meany. 


The discriminatory nature of the Investment tax credit is discussed 
in Washington telegram No. 2367. 

12 SEPTEMBER 

The report of the GATT working party was presented to the GATT Council 

in Geneva. (UKMIS Geneva 663 of 11 September and 667 of 13 September). 

It concluded that the surcharge was "inappropriate" as a trade 
restrictive measure given the nature of the US balance of payments 

situation. The US, who was a member of the working party reserved its 

position on the description of the surcharge as "inappropriate". 

1/5 SEPTEMBER 

The Sub-Committee on International Trade of the Senate Finance 
Committee opened hearings this morning with testimony from 
Paul A Volcker, Under Secretary for Monetary Affairs at the Treasury, and 
from Philip H Trezise, Assistant Secretary for Economic Affairs at the 
State Department. (Washington telegram No. 3024). 


There was a meeting of the Common Market Finance Ministers(UXDEL 
Brussels telegram no. 279 of 14 September)and also a Japanese-Canadian 
Ministerial meeting in Ottawa (Ottawa telegram No. 892 of 15 September) 
A.meeting of the Inter-American Economic and Social Council (IA-ECOSOC) 
opened in Panama. The US took the opportunity to present and explain 
their new economic measures and also to announce that the 10 % cut in 
aid expenditure would not apply to Latin America. 


An aide memoire on the Job Development Tax was sent to Washington 
from FCO and handed to the State Department. A further aide memoire was 
handed to the State Department on 18 October 1971 from the FCO with 
reference to the US proposals to set up Domestic International Sales 
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Corporations (DISCS) to operate their exporting activities 
and for these corporations to obtain certain tax advantages in the 
dA^erment of their tax obligations. (For further details see Washington 
tC-egram No. 3447 of 18 October). 

14 SEPTEMBER 

The first phase of the hearings of the Senate Sub Committee on 
International Trade was completed with testimony from Robert Roosa, 
former Treasury Under Secretary for Economic Affairs. Chairman Ribicoff 
criticised the US for never having had a foreign economic policy. Roosa 
argued that the era of US economic domination had ended and urged that 
the US break away from the dollar-gold link. (Washington telegram No. 
3042). 

President Nixon's Trade Commission Report (The Williams Commission) was 
released. It stressed that other Western Powers must take a greater share 
of defenoe costs and a greater share in the preservation and improvement 
of the multilateral trade and payments situation. 


(Also see:- 


Ottawa telegram No. 889 for Canadian reactions to US 
investment tax credit. 

Paris telegram No. 1090 for an appraisal of the French 
position). 


EEC Council of Ministers (Economic and Finance) produced a 
communiaui (see UKDEL EEC telegrams 272 and 273)• 

The Chancellor of the Exchequer stated that EEC position was very 
much in line with that of the UK (see Verbatim 268). 

13 SEPTEMBER 


For a general background and possible future developments see Washington 
telegram No. 3051* The meeting of the Group of Ten Finance 
Ministers opened in London, chaired by the Canadian Finance Minister, 

Mr Edgar Benson. 

Two minor changes in UK exchange control announced 
in Guidance 214 . 

16 SEPTEMBER 

Efforts at the Group of Ten meeting to discuss the situation ended in 
deadlock. Agreement was reached on the need for a realignment of 
currency values to correct present imbalances in world trade and payments. 
The Americans refused to negotiate on an outright devaluation of the 
dollar against gold or on specific conditions for the removal of the 
import surcharge. Germany, France, and Great Britain insisted that the 
admittedly necessary adjustment of other currencies towards the dollar 
must be accompanied by a small revaluation of gold. 

/(SEE 
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(SEE:- FCO telegram No* 21+12 

FCO telegram No. 2450 of 21 September to Washington 
/•> Washington telegram No. 3120 of 21 September 
Ottawa telegram No. 914 of 21 September). 


The Cost of Living Council ruled that US exchanges must set price ceilings 
in commodities covered by the wage/price freeze. 


A House Committee voted to recommend that Congress countermand the 
Presidential Order delaying Federal pay rises. A full House vote is 
scheduled for the first week in October. 


The Council of GATT unanimously adopted the working party's report 
holding the US surcharge incompatible with GATT. It urged the US to 
remove it within a short time. (See UKMIS Geneva telegram No. 682 of 
15 September and UKMIS Geneva Saving telegram No. 128 of 17 September). 

17 SEPTEMBER 

President Nixon met with Congressional leaders. 

17 and 18 SEPTEMBER 



A commonwealth Caribbean Regional Monetary Conference was held in 
Kingston, Jamaica to discuss the regional implications of the inter¬ 
national monetary crisis. See Kingston telegram No. 290 of 20 September. 

20 SEPTEMBER 


The House Ways and Means Committee threw out President Nixon's two tier 
investment credit tax proposals and decided that tax credit should all be 
on one level. This was the Committee's first decision on the tax 
proposals in the new economic policy. 


The EEC Council of Ministers met - see UKDEL Brussels telegram No. 297 
of 22 September. 


21 SEPTEMBER 


In a speech to the House, Henry Reuss, Chairman of the Sub Committee on 
International Exchange and Payments, is reported to have been sharply 
critical of Secretary Connally's refusal to strike a bargain with US 
trading partners, that would include a gold price increase. (Washington 
telegram No. 3150 of 22 September). 

22 SEPTEMBER 

Tokyo telegram 696 gives details of US-Japan textile discussions. 

25 SEPTEMBER , 

President Nixon, at the Detroit Economic Club, in a question and answer 
session, said that the US will not give up the import surcharge to 
placate her friends. (Washington telegram No. 3177 of 24 September). 


% 
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President Pompidou gave a press conference on the American measures. 

It is outlined in Paris telegram No. 1139* 

# 

Secretary Connally appeared before a closed session of the Senate 
Finance Committee. (Washington telegram 3174). 

23 SEPTEMBER 

Secretary Connally met the Group of Ten Deputies Committee. President 
Nixon flew to Alaska to meet the Emperor of Japan. (Washington 
telegram 3279 of 4 October)• 

The Chancellor of the Exchequer met Secretary Connally 
in Washington (see Washington telegram REMAC 38 j. 

26 SEPTEMBER 

The Group of Ten met in Washington at the annual meeting of the IMF. 

A progress report is to be issued from Paris in Mid October on the 
topics discussed. Secretary Connally gave a press conference where he 
again stressed the temporary nature of the surcharge. (See USIS text 
of 28 September and Washington telegram No. 3183* 

27 SEPTEMBER 

The IMF meeting continued. 


The Japanese Textile Federation declared itself opposed to American 
requests for a resumption of "government to government negotiations" on 
further restrictions of non cotton textiles to the US. The industry's 
leaders say they intend to stick to the informal agreement under which 
they have voluntarily limited the volume of such exports since July. 
President Nixon is reported to be considering invoking the Trading with 
the Enemy Act to authorize the textile quotas threatened against Japan 
on 15 October. 


The US balance of trade was in debt to the amount of $259*7 million. 
28 SEPTEMBER 


The value of the yen was pushed beyond 7% in relation to the US dollar. 
Japan announced plans to liberalize imports of 20 more products from 
1 October. 


The Chancellor of the Exchequer in Washington announced plans for the 
reform of the international monetary system. 


For details see Washington telegram No. 3199. 
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PulT text of the Chancellor of the Exchequer's speech at 
IMF meeting in Verbatim 290. 

September 


President Nixon met with Pierre Paul Schweitzer. Also present were 
Secretary Connally and Dr Arthur Burns of the Federal Reserve. A White 
House spokesman said there was no change in the US policy on the gold 
question. The Employment Support Act passed the Canadian House of 
Commons. It is designed to offset the effects of the US import surcharge 
on employment in Canadian industry. Anthony J- Jurich, special assistant 
to the US Ambassador at large, David Kennedy, told the Japanese Minister 
of International Trade and Industry that quotas would be imposed on 
textile imports on 15 October unless talks were resumed. 


The twenty Latin American republics called for withdrawal of the US 
surcharge on goods originating in less developed nations and its complete 
removal after a world wide realignment of currencies. 

50 SEPTEMBER 

Secretary Connally addressed the IMF on the final day of the meeting. 

His speech was conciliatory in tone (full text in USIS sheet of 1 October), 
The US appeared ready for a settlement on the immediate surcharge issue 
but remained adamant in its quest for extensive changes in long term 
trade and monetary practice. (See Washington telegrams Nos. 5257 and 
3256). 


For Canadian reactions see Ottawa telegrams 961, 967 and 960. 


S. Korea decided to conclude a textile exports restriction agreement 
with the US by 15 October. 

1 OCTOBER 

Secretary Connally reported to the Senate Finance Sub-Committee on the 
first phase of talks. (Washington telegram No. 5272). He said that 
US might settle for an $>11,000 million turn around in its balance of 
payments deficit. Senator Javits and Rep. Henry S Reuss introduced 
resolutions urging Mr Nixon to bring about 'a fair and realistic' 
devaluation of the dollar by raising the price of gold. 


Mr T Tanak, Japanese Minister of Trade and Industry has asked 
Mr Anthony Jurich, the Presidential Adviser, for an assurance that 
the US Government would remove the surcharge if Japan accepted a govern¬ 
mental agreement on restrictions of textile exports. 


See FCO telegram No. 760 to Bonn for a statement of HMG's views on the 
US economic measures. 

/2 OCTOBER 
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2 OCTOBER 


Governors of the member nations of the IMF adopted a formal 
resolution calling on all the 118 members to collaborate in establishing 
satisfactory changes in currency values aB promptly as possible. The 
meeting ended. 

4 OCTOBER 

Secretary Connally gave the inaugural address to the 25th Congress for the 
International Fiscal Association at George Washington University. He 
suggested the creation of an international secretariat which would 
examine and propose ways of resolving some of the problems caused for 
trade and capital movements by differences in fiscal policy between 
countries. 


In Brussels the Six Common Market countries agreed on a joint protest 
to the US againsb the new economic programme. Their protest was 
initially concentrated on the surcharge on imports but they are now 
protesting equally about the investment tax credit. 

5 OCTOBER 

Asian countries in the Group of 77» the caucus for the developing world 
are to meet in Bangkok for preliminary discussion before the Third 
UNCTAD meeting in Santiago in April 1972. The Indian campaign to co¬ 
ordinate opposition from the Third World for a joint attack on the 
recent US import surcharge and the aid cut will be put under way at this 
meeting. The Indians then want to carry it forward to the meeting of 
the whole Group of 77 at Lima later this month. (For the past 15 years 
India has had an adverse balance of trade with the US her biggest 
trading partner). 

6 OCTOBER 

Japan came out in strong opposition to Secretary Connally's attempt to 
persuade countries to concede a clean , as opposed to a managed, float 
of their currencies on the international exchange markets. Japan also 
made it clear that it would agree to the US demand for agreement to a 
government textile pact by 15 October despite opposition from the textile 
industry. 


President Nixon will unveil his post-freeze economic policy on nation¬ 
wide television tomorrow evening. This announcement came shortly 
after the House of Representatives approved a Bill cutting taxes to 
indivuduals and businesses by up to $15,400 million over the next three 
years, despite opposition from the AFL-CIO. 

/Hew 
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New UK exchange control measures announced (see Guidance 234). 
< y OCTOBER 

The resolution from the IMF meeting was reported in Guidance 
telegrams 237 and 238. 


The IMF produced a paper "Improvement and Reform of the International 
Monetary System". The various issues raised in this paper will be 
discussed on 13 October (see EBS-71-272). 

15 OCTOBER 

IMF paper EBS-71-272 discussed (see Washington telegram 
EAGER 496). 
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1. Mr Barzini, Italian Embassy, called on me 
on Pi October to find out our thinking on US 
policies. In general discussion, I made the following 
points:- 


President Nixon's visits to Peking and 
lVioscow should not be seen as sudden, 
disconnected decisions butiin the 
perspective of the trend o» foreign 
policies foreseen and advocated by the 
President since his election. 

The President's New Economic Policy 
should also be seen in the context of a 
systematic attempt to reappraise priorities 
and set the United .States' own house in order 


In dealing with the external manifestations 
of the NEP it is important to bear in mind 
their prime domestic orientation, and 
popular appeal. US demands of other 
countries must therefore be looked at from 
both political and economic points of view 
simultaneously. 

We attach great importance to co-ordinating 
our response to the US measures with our 
European partners 

Our joint aim should be to involve the 
US as soon as possible in orderly negotiation 
about the various issues, so that the 
Americans are induced to show their cards 
and present a coherent case. 


Mr Barzini did not dissent from any of these 
propositions. I 


HTA OVERTON 

North America Department 


October 1971 
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Mr Robi 


US EXTERNAL POLICIES: EUROPEAN REACTIONS 


1. I am sure that the question of co-ordinating the UK 
response to the US measures with the response of the EEC 
is much on your mind. At present I am only copying material 
about US policies etc. to Mr Mason. Please let me know 
if you would like to have a personal copy in addition, or 
are content with the present arrangements. 


2. In the reverse direction, it would be very helpful to 
me to receive copies of correspondence, minutes etc. about 
the EEC end of the business, and US policy in the EEC context. 
For instance, I have just seen your interesting minute of 
8 October to Sir Con O'Neill about your conversation with 
Hartman and Brand. 


Lu dvoJ. 


HTA OVERTON 

North America Department 


21 October 1971 
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Foreign and Commonwealth Office 
London SW1 


Telephone 01 - 93 O 8440 X 753 


C C Lucas Esq 
CABINET OFFICE 


Your reference 


Our reference 


(9ft' 


19 October 1971 


THE US MEASURES: ACTION TO INFLUENCE US OPINION 

1. We corresponded in August about the use which might be 
made of the JIC(B) papers on US external policies. The proposed 
draft letter to 'Washington, incorporating the comments of Departments, 
was about to issue when we were hit by President Nixon's statement 
of 15 August. I therefore suspended it in order to allow time 
to take account of the new situation. 1 • 

2 .• The situation is now a little clearer (though not much) 
and we have received a letter from our Minister in Washington 
suggesting that the time has come to get at influential American 
opinion. I attach a copy of Tebbit's letter. As you see, he 
proposes that use should be made of the factual material compiled 
in the JIC(B) papers, and that consideration should be given to 
operating on four level3:- 

(a) With officials directly concerned with such 
matters as US/European trade policy and defence 
subjects 

(b) In NATO and/or the Eurogroup 

(c) With the US press 

(d) With the Economist, widely read va in the US. 

3 . Q£ 1 . these proposals, (a) has already been approved in principle 

during the inter-Departmental exchanges in August referred to 
above. Subject to your agreement, and subject to any comments 
from you, the Treasury and DTI I propose to write now to Washington 
saying that the Embassy have authority to draw upon the JIC(B) 
papers in discussion and argument with officials. Proposal (b) 
is new and I should like to discuss it with my colleagues here, 
and in the Ministry of Defence dealing with NATO affairs. Prima facie , 
however, it would .seem. useful for our NATO delegation to have a : 
factual brief set^ojut in detail ,the defence expenditure and 
burden sharing which European nations already incur. Proposal •(c) 
is slow and difficult, Tebbit himself agrees, but we should 
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clearly get out a good factual guidance to our posts in the 
US so that they can feed it out into the rather numerous 
information media available to them. A draft is being prepared 
and I will circulate it to you and others as soon as possible 
for clearance. 


4. This leaves proposal (d). In the FCO we think: this i3 a 
good idea, and would like the necessary clearance so that an 
informal approach can be made to the Economist. Please 
consider this request urgently; I. hope you can agree, subject 
to the suppression of any highly classified Information, in the 
JIB(B) papers which in your opinion it would be improper for the 
Economist to have. 


5- In his list of means of influencing US opinion, Tebbit 
does not mention visits to the US by UK Ministers and other 
personalities. V/e should certainly not forget this important" • 
category. Mr’Rippon, for instance, is considering the possibility 
of a short visit to the US some time in January. 


HTA OVERTON 


end 


Copied to: 

W Nicoll Esq.' DTI 

Mrs. Hedleyy Miller IIM Treasury 

PTE England Esq MOD 

Heads of' 

TPD v 

FPAD 

FED (Japan) ,> • 

EID 

WOD 

GIPD 

News Dept. | . 
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BRITISH EMBASSY 
WASHINGTON 


13 October, 1971. 


US OPINION ON EUROPEAN TRADE AND DEFENCE ISSUES 


1. As you know, the JIC have been producing a series of 
papers on U.S. trade policy and the U.S. balance of payments 
to which we have contributed. One of the points emerging 
from these papers is that the cost to the Americans of 
European policies in general and the Common Market's in 
particular, and of American defence policy in Europe, is 
a great deal less than the Americans would have us believe. 


2. It occurs to us that all the work that has gone into 
the JIC papers with such interesting results should be used 
to seek to demonstrate to the Americans that their fears 
are at the least exaggerated and quite often misplaced. We 
should be under no illusion that anything we could do will 
make much impact on a lot of people who are already committed 
emotionally to the proposition that European policies do 
hurt the U.S. and that the U.S. cannot afford the present 
level of their defence commitment to NATO. But there are 

no doubt still a large number of people who might be 
impressed by carefully marshalled argument and evidence. The 
question is how we should present them. 

3. There seem to be two ways of getting at influential 
American opinion. One would be confrontati o n w ith officials 
directly concerned with such matters as US/European’ trade 
policy and defence subjects. I have written separately to 
Hugh Overton suggesting that we should do some calculations 
of our own on the effects on the U.S. of an enlarged EEC 
making free trade arrangements with the non-candidate EFTA 
countries. It could clearly be useful for us to be in a 
position to challenge American arguments that they will 
suffer serious damage as a result of such arrangements; 

and to be similarly well-prepared in other fields. For 
example the JIC(B) paper on the balance of payments costs 
of the U.S. defence effort in Europe shows that these 
costs are not as serious as many Americans argue. The 

/paper 


Sir Thomas Brimelow, KCMG, OBE, 
Foreign and Commonwealth Office. 
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